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Two things are clear about the
impact of the most recent favorable
change: It will be good for the se-
curities industry and it will be good
for the wealthy. A Joint Committee

,J.

D T e e ooy

Committee Chairl

(R-Kan.). “People who ¢

not afford the risk of fluctuation for
a full year will be able to invest.in
our economy.”

" Dole had sought the change for
several years and had been opposed

‘Underused’ World Bank
Rethinks Lending Role

. By Hobart Rowen
. Washington Post Staff Writer

World Bank officials, desperately,
worried about what one termed the
“dialogue of the deaf” now going on
between the rich lending countries
and the poor borrowing nations,
have begun a major review of the
role of the bank in the current
Third World debt crisis.

This self-examination has been in
process since January through 12
separate task forces reporting to
Vice President Joseph Wood. A final
report, due in early 1985, will pro-
vide the backdrop for a new general
capital increase to be proposed by
Bank President A. W. Clausen.

Although the review is obviously
at a very early stage, it appears that
the chief new idea that may come
out of it is creation of a new “World
Bank’s Bank.” This new affiliate
would borrow in the Euro-money
and other commercial markets and
recirculate that money in additional
loans to Third World borrowers.
There is no indication, yet, that this
proposal is acceptable to the Rea-
gan administration.

The “Bank’s Bank” would not be
bound by the unique restraint on
World Bank lending that now limits
the total amount of its loans to the
exact value of its capital. This-high-
ly conservative l-to-1 “gearing: ra-
tio” has the benefit of maintaining
the bank’s credit rating at an envi-
able triple-A level. But it is also re-
garded as a lending straitjacket for
the bank.

Bank officials acknowledge that
the International Monetary Fund
has been a magnificent “fireman” in
the last couple of years, dealing ef-
ficiently with the emergency as-
pects of the Third World debt cri-
sis. But they contend that the un-
derlying problem cannot be solved
through belt-tightening programs

ter

¢

"Bank”—

alone, and that the debtor nations
need more help from the bank—es-
pecially in the medium term—that
will stimulate economic growth and,
hence, the ability to increase ex-
ports.

“We're in a perlod now,” says
Anne O. Krueger, the bank’s chief
economist, “where we have to focus
on resumption of [economic]
growth.” '

In a series of interviews, bank of-

ficials said that today’s basic reality
is that the bank could borrow more,
and lend more, given the critical na-
ture of the debt problem. The bank,
they hold, should be devising many
ways—including the  “Bank’s
in which it can play a cat-
alytic role in pushing- private and
public investment money into the
Third World.

The basic motivation for a reeval-
uation of the bank’s role, technically
speaking, is Clausen’s insistence
that before he goes to-the member-
shareholders for a new capital in-
crease, there be a funddamental re-
examination of “what the bank
ought to be doing,” Wood said.

But underneath it ail is a deep-
seated feeling of frustration at the
top managerial level of the bank
over its failure so' far to gain polit-
ical support from the United States
and other major shareholders for a
more active role in Thll’d World de-
velopment, .

The bank, Clausen is fond of say-
ing, is “underutilized.” Others seem
to agree: At a recent private meet-
ing with the bank’s operating man-
agers in Bedford Springs, Pa., Fed-
eral Reserve Chairman Paul A.
Volcker asked rhetorically: “Where
have you been?” (He conceded later
that the bank has been more in-
volved in places like Brazil, Yugo-

See BANK, G4
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. slavia and Turkey than he had re-
alized.)

The role-of-the-bank exercise
comes at a time when its critics
charge there has been a steady shift
under Clausen to a “new orthodoxy”
responsive to conservative views—
especially those of the Reagan ad-
ministration and, to a lesser extent,
those of British Prime Minister
Margaret Thatcher, The United
States, of course, is the bank’s prin-
cipal and most influential sharehold-
er.

- This “new orthodoxy,” says Prin-
ceton professor and World Bank
consultant John P. Lewis, accepts a
“think small” philosophy because of
worldwide budgetary constraints,
as well as increasing emphasis on
the view that “private sectors al-
- ways work better than public sec-
tors.”

Lewis points out that in Third

World countries, the public and pri-
vate sectors are often mixed, and
“you can get better performance in
one or the other depending on

which has the more efficient man-

agement.” .
Bank officials deny that they are
unduly influenced by any member
country’s private vs, public sector
differences. But they concede that
they have been sobered by the dra-
matic slash enforced on their pro-
gram of concessional aid, run
through the International Develop-
ment Association, by the major na-
tions’ budgetary restraints.
Notably, there was American re-
fusal to go along with the bank’s
first proposal of a $16 billion IDA
program for the next three years,
revised to a bank “asking” figure of
$12 billion and finally to a figure of

$9 billion that Clausen has termed
inadequate. '

“We don’t think small” said
Wood, “but now we have to think
smart.” This means, as Lewis sug-
gested, that the bank has had to
shift from devising ways of getting
more resources to more efficient
use of available resources.

Within this framework, they say
that commercial banks, now timid
about increasing their exposure in
the Third World, would willingly
lend to the bank, which—acting as
an intermediary—could relend the
funds to developing countries.

Outsiders are dubious about the
prospects for the bank to play an
enhanced role of any kind, unless
there is a dramatic change of heart
in the Reagan administration.

The administration supports: the
IMF’s “case-by-case” approach to
Third World debtors, with financial
aid hinged on the borrowing coun-
tries’ efforts to get their financial
houses in order. Such a strategy
contemplates only a supportive role
by the bank, in which it concen-
trates on accelerating the flow of
private investment money into the
major debtor countries, and on its
concessional aid programs else-
where. Treasury officials say fre-
quently that the bank should remain
a development agency and not try
to duplicate IMF functions by
switching to so-called “policy-base
lending.”

Nonetheless,  Clausen  -will
present the results of the bank’s
internal studies as a series of op-
tions at the time of the annual joint
meeting here-in September of the
bank and the International Mone-
tary Fund. At that stage, the bank
will focus on what additional things

See BANK, G5
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it can do in two main areas—the
Latin American group of big debt-

ors, and Sub-Saharan Africa.

The bank is already experiment-
ing with a variation of an interest
“cap” idea, proposed by some as a
way of easing the debtor nations’
repayment burden to commercial
banks. The bank’s new gimmick
involves a fixed semiannual pay-
ment schedule for the life of some
of its loans. If interest rates rise
above a reference point, the semi-
annual payment includes less prin-
cipal and more interést.

A variety of other schemes for
adding liquidity for the borrowing
countries are being sifted. For ex-
ample, the bank is exploring how it
might use its guarantee powers to
ease the present crisis.

“The Bank’s Bank,” as now en-
visaged, would not be bound by the
1-to-1 loan-to-capital ratio that in-
hibits the bank itself, but would not
go to the outer limits of the 30-to-1
ratio generally associated with com-
mercial bank practice. Bank officials
talk of a more modest 10-to-1
“gearing ratio.”

The affiliate would have to pay
more to borrow than does the
World Bank, and the interest rates
it would charge developing nations
would therefore have to be higher,
But it would be able to step into the
present lending void created by the
reluctance of many commercial
banks to add to their exposure in
the Third World.

The World Bank’s search for a
way to take its place, alongside the
IMF, as a major player in the cur-
rent crisis dovetails with some very
generalized conclusions of the re-
cent London economic summit, But
the summit leaders, not wholly
agreed on how to deal with the debt
crisis, did not chart out a specific
course for the bank.

They did plead for greater “co-
operation” between the bank and

. the IMF—but this appears to mean
different things to different summit
leaders. “Forgive my cynical reac-
tion,” said a high IMF official speak-
ing privately, “but what the French
mean hy cooperation is that the
fund and the bank together should
put more money into their ex-col-
onies in Africa, so they’ll have to
put less in themselves.”

When the United States argues
for more “cooperation,” an Amer-
ican official bluntly told The Wash-
ington Post, it means only that-the
bank should take care not to frus-
trate any IMF activities, Some U.S.
officials claim there have been oc-
casions, most recently in Brazil,
when the bank tried to get local
officials to expand their credit com-
mitments for World Bank develop-
ment programs that would have
expanded the money supply beyond
tllae targets agreed upon with the
IMF,

There is a certain amount of nat-
ural rivalry between the staffs at
the IMF and the World Bank, the
two sister international institutions
founded at Bretton Woods in 1944,
The much bigger World Bank bu-
reaucracy, as many in the IMF and
officials in developing countries see
it, is often undisciplined. An IMF
official, in charge of his agency’s

—---———---———————————1
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liaison with the bank, complains
that he doesn’t know who is his op-
posite number. 1
It is commonly alleged that the G
bank, in its dealings with client
countries, orders local officials
around, often conveying a highly
resented “Poppa knows best” atti- 3
tude. 3
From the IMF’s point of view, Marv.
the best role for bank would be to Flltlll‘
continue to concentrate on its effort
to get subsidized aid to the really Fort
poor countries—especially in Sub-  Stone h |
Saharan Africa—through-the IDA & Wor §
program, and to leave the balance  with st
of payments adjustment programs - Stome ¢
in the more advanced Asian and  growth
South American countries where  owner
they are, in the IMF. The IMF s buyi
would like to look to the bank for Y
advice on investment, pricing and Q he
other microeconomic problems. .l
They agree there must now be a A I
focus on the medium term, as bank
insiders say. But one official re- Q i
sponds: “We think we're [already]
in the medium-term business. And, C
like it or not, that’s what we are. w
The founders of ‘the fund wouldn’t [ awres
recognize and probably would ytiye
shrink.from that thought. Butitisa  paif th
succession of short terms togetto gave:
the medium term . which
Across 19th Street at the World And tl.
Bank, the IMF view isregardedasa  quite ¢
bit simplistic, even chauvinistic. 3] anc
The bank would like to expand its  ¢ongun.
-lending operations, say, into a six-  ters of ¥
to eight-year period. “When the 3
summit declaration called for great-
er cooperation between us,” said
one official, “they meant that the
time has come not merely for trying
not to get in each other’s way, but
for some positive action to support
each other.” .
In an interview, senior bank Vice
President Moeen A. Qureshi put it
this way:
“What people are saying is that so
far . . . the IMF has done a splendid  letters p.
job, but they do not see IMF in the  puff lette
situation where it can take the  all.

" steps that are necessary in the ad- We drc 3

justment process in ‘these countries, and addec}
in the medium-term adjustment ticularly
process in these countries, to re-  trends. (
store, to resume economic growth, d}d was.,

“And they see therefore a need  cial tren
for the bank to come in. Now, if the Phas}s ¢
bank is to come in, then they see  medical
the need for a much closer meshing ~ Your !Y
of IMF’s operations, programs in  Stock,” {
these countries with the programs  market.
of gl World Bank.” graphic

ind Qureshi’s words is a con-  introdu
viction widely held among experts  the firs
on world development problems: they chi
The world has emerged from reces- ™
sion only to find the debt problem '
ed; growth-inhibiting protec-

ti on the rise; and with pros-
pects that things will get worse be-
fore they get better. And in Latin
America, where American banks
have huge commitments, the fear is
that the painful economic crisis will
result in a reversal of recently won
gains for democratic institutions.

“Dialogue of the deaf” was the
phrase used by recently retired
Vice President for External Rela-
tions Munir Benjenk to describe the
decline in private bank lending un-
der the umbrella of IMF austerity,
while the Third World demands
more money with less rigid restric-
tions—and at lower interest rates if -
possible.

Bank officials argue that the time
has come to alter these fixed pos-
tures—avoiding the extremes of
rigid austerity on the one hand, or!
radical debt forglveness schemes on
the other. It is to this end, they say,
that the review of the bank’s role is
directed.
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